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U.K. Gold and Dollar Reserves 


The U.K. Treasury announced on January 3, 1957 that 
sterling area gold and dollar reserves had risen by $168 
million in December 1956 and stood at the end of the 
year at $2,133 million. This increase was a result of 
the drawing of $561 million from the International Mone- 
tary Fund. Also, defense aid. estimated at $6 million, was 
received from the United States during December. 

The principal payment made in December was on 
account of interest and principal repayment due annually 
on U.S. and Canadian postwar loans and _ lend-lease 
settlement. Including a quarterly payment of $7.5 million 
on the Canadian interest-free loan and payments on 
United States. this 


amounted in all to about $189 million. This sum includes 


certain smaller loans from the 
$104 million for interest which has been paid into a 
special account pending a decision by the U.S. Congress 
on the request by the U.K. Government for a waiver of 
this interest payment. If the request is granted, the sum 
of $104 million will be returned to the gold and dollar 
reserves. 

Other payments made during the month included $49 
million to the European Payments Union in settlement of 
three quarters of the U.K. deficit in November and $3 
million under bilateral agreements made with creditor 
countries in EPU, 

After taking account of receipts from the IMF and of 
defense aid on one side of the account, and of debt pay 
ments to the United States, Canada, and EPU creditors 
on the other side, there remains a residual dollar deficit 
of $158 million. The comparable deficit for November 
was $252 million. The December deficit can probably be 
accounted for in part by the dollar cost of oil from the 
Western Hemisphere bought to make up the deficiency 
in Middle East supplies. In addition, the speculative 
selling of sterling which took place in November con- 
tinued in the first ten days of December, although it is 
understood to have ceased almost entirely after the 
announcement on December 10 of the arrangements 
made with the International Monetary Fund. 


In December the United Kingdom had a deficit with 


the EPU, provisionally estimated at £8 million. This 
included the half-yearly interest payment of £2 million 
on the U.K. debt to the EPU. In November the deficit 
with the EPU amounted to £24 million. Gold payments 
to the EPI 


contrast to the payment of $49 million in December. 


in January will amount to $17 million. in 


On December 21 the authorization of a $500 million 
line of credit from the Export-Import Bank of Washing- 
ton in favor of the U.K. Government was announced. 
This credit will be available for U.K. dollar requirements 
of U.S. goods and services, including petroleum. The 
credit, which will be available for one year. was made 
against U.K. holdings of U.S. dollar securities, mostly 
industrial stocks which are the residue of those collected 
from U.K. subjects during World War II and deposited 
as security for the Reconstruction Finance Corporation 
line of credit which was finally repaid in 1951. Repay- 
ments will begin three years after each disbursement and 
will be made in semiannual installments over four and a 
half years thereafter. The interest charge will be 4!% 
per cent, payable semiannually. The Export-Import Bank 
credit is not included in the published record of sterling 
area reserves. 

Sterling has shown a substantial improvement since 
reduced. From mid- 


the speculative pressure was 


December the spot rate was firm at around $2.78°. 
until December 26, when it reached $2.78 14,4. The 
advance continued on the following day after the reserve 
figures were announced. The discount on three-month 
forward sterling dropped to 2 cents, compared with 2» 
cents a week earlier. On January 8, the spot rate was 
$2.79 °4,, the three-month forward rate, $2.77%, the 
rate for transferable sterling, $2.753, and for security 
sterling, $2.61. 

Sources: The Export-Import Bank of Washington, Press 
Release, Washington, D.C.. December 21, 1956; 
The Times, January 4, 1957, and The Econo- 
mist, January 5, 1957, London, England; The 


Wall Street Journal, New York, N.Y., Janu 


ary 9, 1957. 


IBRD Loans to Japan and India 


Loans to Japan 
The World Bank on December 19 made a loan equiva- 
lent to $4.3 million in various currencies to assist in the 


execution of land reclamation projects in Japan and to 


increase imports of dairy cattle. The loan was made to 
the Agricultural Land Development Machinery Public 
Corporation, which was established by the Japanese 


Government in 1955. The loan is guaranteed by the 





206 


Government of Japan, is for a term of 15 years, and bears 
interest of 5 per cent including the 1 per cent commission 
charged by the Bank. 
ber 1, 1959. 


Amortization will begin Novem- 


Most of the loan will be used to import equipment 
which will be operated on pilot projects to test the feasi- 
bility of land reclamation in Japan by the application of 
modern mechanical methods. The reclamation will be 
carried out in three different areas of northern Japan. 
The projects are expected to reduce the time and cost 
involved in transforming an initial 54,000 acres of pres- 
ently uncultivated land into productive farm areas suit- 
able for mixed farming. If, as expected, mechanized land 
reclamation proves successful in the pilot areas, the 
methods developed should be applicable on a larger scale 
in many other areas of Japan. 


At present. Japan imports. about one fifth of its food 
requirements and, with the population growing at the 
rate of one million a year, output of food will need to be 
increased by 15 per cent within ten years. Presently 
cultivated land is already intensively used, and it is 
mainly by developing unused lands for agriculture that 
Japan can hope to avoid a growing food deficit. This 
is well understood in Japan, and in recent years the 
Government has been devoting about 12 per cent of its 
total expenditure to the support and increase of agricul- 
tural production. The projects which the Bank’s loan 
will assist are part of this effort. 

Neither the natural increase of domestic cattle nor 
the numbers imported have been sufficient to meet Japan’s 
increasing demand for dairy products in the postwar 
years. To provide additional stock for existing farms and 
for new farms to be established on reclaimed lands, 
Japan needs to import an additional 2,500 head of cattle 
annually for several years. The Bank loan will enable 
the Government to import 5,000 head of dairy breeding 
cattle over a period of about two years and thus encour- 
age the growth of mixed farming in Japan. The cattle 
will be imported from Australia. 

On December 19 a loan of $20 million was also made 
to finance part of the cost of constructing a modern strip 
mill at the Kawasaki Steel Corporation’s plant near 
Tokyo. The loan was made to the Japan Development 
Bank, a government agency which supplies long-term 
credit for industrial development in Japan and acts as 
an instrument for governmental guarantee of private 
borrowing abroad. The Development Bank will relend 
the proceeds of the loan to the privately owned Kawasaki 
Corporation, to aid in completing the construction, which 
was started in 1950, of a plant at Chiba. The total cost 
of the additional facilities is estimated at the equivalent 
of $48.8 million. The local currency required for the 
project will come from borrowings in Japan and from 
the Corporation’s own resources. 

The First National City Bank of New York is partici- 
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pating in the loan, without the World Bank’s guarantee, 
to the extent of $1,252,000, representing the first two 
maturities falling due in May and November 1960. 

Since Japan’s rapid industrial growth has created a 
shortage of iron and steel, an increased output of these 
products is essential to meet domestic demand. Further- 
more, the steel industry supplies materials for exported 
products, such as machinery and transportation equip- 
ment, which are an important factor in Japan’s foreign 
exchange earnings and thus contribute to the strengthen- 
ing of the economy as a whole. 

The loan is for a term of 15 years and bears interest of 
5 per cent including the 1 per cent commission charged 
by the Bank. Amortization will begin May 15, 1960. 
The loan is guaranteed by the Government of Japan. 

The Bank has now made seven loans totaling 
$76.077,000 in Japan: $33,089,000 for the modernization 
of heavy industry, especially the iron and steel industry; 
$38,690,000 for electric power; and $4,300,000 for agri- 
culture. 


Loan to India 


The World Bank on December 20 made a loan equiv 
alent to $20 million in various currencies for the expan- 
sion of steel production in India. The loan was made to 
the Indian Iron and Steel Company, Ltd. (IISCO), a 
privately owned Indian company whose steel works are 
situated at Burnpur in West Bengal. The loan will help 
to finance additional rolling capacity so that IISCO will 
be able to increase its output of semifinished and finished 
steel to 800,000 tons annually. IISCO is India’s second 
largest steel producer and the output of its plant accounts 
for about a third of India’s present steel production. 

The First National City Bank of New York, the Irving 
Trust Company, and the Philadelphia National Bank are 
participating in the loan, without the World Bank’s 
guarantee, in the total amount of $1,032,000, represent- 
ing the first maturity falling due in April 19060. 

The emphasis in India’s Second Five Year Plan is on 
the expansion of industry and transport, and the develop- 
ment of iron and steel production is the outstanding 
feature of the industrial program. The Bank has now 
lent a total equivalent to $126.5 million to increase such 
production. This is the second loan to IISCO; the first, 
of $31.5 million, was made in December 1952. The 
other steel loan, of $75 million, was made to the Tata 
Iron and Steel Company, Ltd. in June 1956 (see this 
News Survey, Vol. VIII, p. 407). The loans are assisting 
in expansion programs which will enable the two private 
companies to produce 2.3 million tons of finished steel 
annually. In addition, the Government is building three 
plants which will have a total production of 2.2 million 
tons annually. The combined output of the two com- 
panies and the government plants is the target for Indian 
steel production to be achieved by 1961 under the Second 
Five Year Plan. 
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The total cost of the project now being undertaken by 
IISCO is estimated at the equivalent of about $31 million. 
The Bank’s loan will cover most of the foreign exchange 
costs. The remaining costs will be met by IISCO from its 
own resources. It is expected that purchases under the 
loan will be made in the United Kingdom, West Germany, 
and the United States. 

The new loan is for 1] years and bears interest of 5 


per cent including the 1 per cent commission charged by 
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the Bank. 


loan is guaranteed by the Government of India and will 


Amortization will begin April 15, 1960. The 


be secured by a first mortgage and charge upon IISCO’s 
assets under a trust deed, with Baring Brothers & Co.. 


Limited, of London, as trustees. 


Sources: International Bank for Reconstruction and De- 


velopment, Press Releases, Washington, D.C., 
December 19 and 20, 1956. 


IBRD Bond Issue 


The International Bank for Reconstruction and Devel 
opment announced on December 27 that it would make 
an offering of $100 million Twenty-Year Bonds during 
the month of January. The issue will be sold through a 
nation-wide underwriting group under the joint manage- 
ment of Morgan Stanley & Co. and the First Boston 


Cor poration. 


Several features will be incorporated in the new offer 
ing designed to meet operating practices of the World 
Bank and current market conditions. Since disburse 
ments on loans granted by the Bank are usually made 
over a period of several years. the Bank, in addition to 
offering bonds for regular delivery. will extend to certain 
institutional purchasers of this new issue the privilege of 
making delayed payments, giving them a selection of 
1957 and Octo- 


1959. This arrangement is expected to serve the 


specified delivery dates between April 1, 


ber 1, 


Europe 
Icelandic Foreign Trade 


During the first ten months of 1956 Iceland had a trade 
deficit of IKr 255 million (US$15.6 million), compared 
with IKr 311 million ($19.1 million) in the correspond 
ing period in 1955. Both exports and imports have risen 
Exports were IKr 796 million, or 21 per cent higher than 
last year. The increase is a result chiefly of larger exports 
of stockfish, frozen fish, and cured herring. At the begin 
ning of 1956 stocks of fish products were larger than 
normal and they have since been reduced. Furthermore, 
the catch of herring in the first nine months of this year 
was 82,547 metric tons, compared with 45,108 tons in 
the corresponding period of last year. 

Imports have risen by 9 per cent, to [Kr 1,051 million 
For most products imports are generally higher this year. 
except for automobiles, imports of which declined from 
IKr 85 million to [Kr 26 million. 

The U.S.S.R. has increased its share of total Icelandi 
exports to 20 per cent, compared with 17 per cent last 
year. Of imports, 17 per cent originated in the U.S.S.R., 
compared with 14 per cent last year. The U.S. share of 
exports was about the same in the two periods, 13 per 
cent, while its share of imports declined from 24 per cent 


to 17 per cent. 


dual purpose of coordinating a portion of the Bank’s 
borrowing with its disbursements and of making it pos- 
sible for purchasers to arrange their payments to suit 
their individual preferences in the light of their own 
projected cash positions. 

The bonds will be nonredeemable prior to January 1. 
1957-66. when the 


bonds will be nonredeemable. a purchase fund comprised 


1967. During the ten-year period. 


of equal monthly amounts aggregating 5 per cent per 
annum will operate to purchase bonds available in the 
open market at prices up to 100 per cent and accrued 
interest. Beginning in the middle of 1967, a mandatory 
sinking fund will be in effect which will retire $5 million 
of the bonds in each vear to maturity. 


Source: 


International Bank for Reconstruction and De 
velopment. Press Release. Washington, D.C., 


December 27, 1956. 


Icelandic exports to certain of the OEE( 
have shown substantial gains. As a result of increased 


purchases of fish oil and fish meal, exports to West 


yuntries 


Germany have nearly tripled, while imports were about 
| xports to the United King- 


dom were nearly 40 per cent higher. while imports were 


the same in the two periods 


slightly lower. 


Statistical Bureau. Hagtidindi, Reviavik. Iceland. 
November 1956. 


source: 


Poland's Financial Relations with the U.S.S.R. 


As of November 1, 1956 Poland’s debt to the U.S.S.R 
amounted to 2,100 million rubles, the equivalent of 


US$525 million. Of this amount, $2 


9 million was 


) 
scheduled to be repaid before the end of 1960. and the 


rest during the five-year period, 1961-65. The whole 
debt has been canceled. however. by a recent agreement 
with the U.S.S.R., and thus Poland’s losses on account of 
coal deliveries to the U.S.S.R. at low prices have been 
covered. Polish claims on account of transport services 
supplied to the U.S.S.R. during the years 1946-July 1954 
it prices which were unjustifiably low are being dis- 


cussed; these claims amount to several hundred million 


ts granted to Poland by the U.S.S.R. 


the equivalent of $225 million, of which a 
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wheat credit (1.4 million tons) totals about $100 million. 
The repayment of the wheat credit is scheduled for 1961 
and 1962, and of the remaining credits for 1963-65. 
Polish experts are of the opinion that the financial 
agreements with the U.S.S.R. solve Poland’s balance of 
payments problem insofar as payments with the people’s 
democracies are concerned; the payments situation 
vis-a-vis capitalist countries is “different,” however. 
Source: Trybuna Ludu, Warsaw, Poland, November 22. 
1956. 


Middle East 
Exchange Restrictions in Saudi Arabia 


Importers in Saudi Arabia are now required to hold 
licenses issued by the Ministry of Finance. A regulation 
to this effect which became effective November 3. 1956 
applies also to all documentary bills for collection held 
by banks on that date and to the opening of letters of 
credit. Exchange will be available only against a license. 
Banks and companies are prohibited from transferring 
foreign exchange abroad for any purpose whatsoever 
without Ministry of Finance permission. Letters of credit 
may be settled only after receipt of the merchandise and 
approval by the Ministry of Finance. Ministry of Finance 
approval is required prior to the opening of new letters 
of credit and approval is to be granted only for com- 
modities deemed essential. banks have 
informed customers that Ministry of Finance approval 


Some Saudi 


must be obtained before they will release or transfer 
customers’ accounts held abroad. It is also understood 
that an extension, modification, or amendment of any 
old or new letter of credit is prohibited unless approved 
by the Ministry of Finance and that documents sent to 
local banks for collection cannot be negotiated if the 
merchandise has not yet cleared the Suez Canal. 

The Saudi official rate of exchange and the bank selling 
rate for free dollars remain unchanged, at 3 riyals 17 
In the 
past months the open market rate for dollars has fluc- 


qurush per US$] (1 riyal equals 22 qurush). 


tuated between 4 riyals and 5 riyals per US$1. 


Source: Department of Commerce, Foreign Commerce 
Weekly, Washington, D.C., December 10, 1956. 


Syrian Restrictions on Sterling Payments 


The Syrian exchange control authorities are now 
accepting sterling for Syrian exports to the United 
Kingdom only if the contracts were concluded before 
November 4. For later contracts, payment must be made 
in U.S. dollars or Swiss or Belgian francs. Since the U.K. 
exchange control will probably not allow British traders 
to pay for Syrian goods in these currencies, shipments 
from Syria to the United Kingdom are likely to be inter- 
rupted, unless deferred payments are accepted. 

Source: The Times, London, England, December: 18, 
1956. 
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IBRD Iranian Loan 


An agreement for a loan of $75 million to Iran from 
the International Bank for Reconstruction and Develop- 
ment. to cover the deficit of the Seven-Year Plan Organ- 
ization in the next three years, has been approved by 
the Iranian Parliament, which accepted the condition 
required by the IBRD of a reduction in projected spend- 
ing during the first three years of the Plan and a repay- 
ment guarantee in the form of a pledge of oil revenues 
allocated to the Plan Organization. The reduction in 
spending would reduce the anticipated deficit in the 
initial three years from $220 million to $140 million. 
The Plan Organization would be pledged by the loan 
agreement to spend not more than $70 million from 
August 1956 to March 20, 1957, $65 million from March 
to September 1957, and $70 million from September 1957 
to March 20, 1958. No other loan for the Seven-Year 


Plan would be negotiated without prior consultation with 


the IBRD, and higher expenditure would also be subject 


to its approval. 
Sources: Ettéla’at, Tehran, Iran, December 31, 1956; 
Viddle East Economist and Financial Service, 


Forest Hills, N.Y.. December 1956. 
U.S. Economic Assistance fo Iran 
The USS. 


mission in Iran has announced that U.S. financial assist- 


International Cooperation Administration 


ance to Iran for the year beginning March 21, 1957 will 
amount to $52.5 million. Of this total, $7.5 million will 
be for technical assistance, $23 million will be in the 
form of a loan which may be used to increase the capi- 
talization of the agricultural, the construction, and the 
mortgage banks, and the balance will be a grant. No 
funds will be forthcoming for direct budgetary support. 
When the 1957 aid is included, U.S. financial assistance 
to Iran for the five years beginning March 1953 amounts 
to $378 million, excluding approximately $100 million 


of military assistance. 


Source: Ettéla’at, Tehran, Iran, December 22, 1956. 


Far East 
Thailand's Budget for 1957 


The Cabinet Council of Thailand has approved in prin- 
ciple a draft budget bill for 1957 drawn up by the Min- 
istry of Finance. The draft bill provides for revenue of 
5,120.0 million baht, ordinary expenditures of 5,070.0 
million baht, and capital expenditures of 1,271.1 million 
baht, leaving a deficit of 1,224.1 million baht to be 
financed from loans. 

The Bangkok Post, Bangkok, Thailand, Octo- 
ber 20 and 27, 1956. 


Tibetan Wool Exports 


Sources: 


In 1956 nearly 70 per cent of the Tibetan wool clip 


went to Mainland China. India has been the traditional 
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market for Tibetan wool, but last year it purchased only 
165,000 pounds of Tibetan raw wool, compared with 
8.2 million pounds in 1955. Trading activity in Kalim- 
pong, the main Indian market for Tibetan wool, was 
greatly reduced by the diminished supply of wool. 
Source: Department of Agriculture, Foreign Crops and 
Markets, Washington, D.C., January 7, 1957. 


Taiwan's Foreign Trade Promotion 


The Government of Taiwan has called a conference of 
200 leading Chinese from overseas to discuss measures 
to counter Mainland China’s trade drive in Southeast 
Asia. Meanwhile, 733,000 square meters of cotton cloth 
have been sold to Thailand and 350,000 yards of khaki 
cloth offered to Viet-Nam. 


been signed with the Philippines for the exchange of 


A barter trade agreement has 


goods amounting to US$1 million per annum each way, 
and a US$6 million trade agreement has been concluded 
with the Ryukyus (see this News Survey, Vol. IX, p. 160). 
Emergency measures have been taken to meet the com- 
petition involved in Mainland China’s offer to sell 50,000 
baskets of Kwangtung bananas to Japan at cutthroat 
prices. The Australian Trade Commissioner in the Philip- 
pines has been invited to Taiwan to survey the possibility 
of increasing trade between Australia and Taiwan. Tai 
wan offered to buy more wool, dairy products, wheat, 
ores, chemicals, and other Australian products which are 
now imported from other countries. In return, Taiwan 
would like to sell tea, camphor products, and other 
exports to Australia. Cargo movements between Hong 
Kong and Taiwan have improved, but are still limited to 
small consignments of sugar, live hogs, feathers, and 
other staples from Taiwan. and limited quantities of 
metals, chemicals, pharmaceuticals, and other re-exports 
from Hong Kong. 

Eastern Economic 


November 8, 1956. 


United States and Canada 
U.S. Balance of Payments 


Source: Far 


Review, Hong Kong, 


U.S. payments to other countries (exclusive of military 
aid) rose from a seasonally adjusted annual rate of $25.2 


billion in the second quarter of 1956 to $26.6 billion in 


the third quarter, while foreign expenditures in the 


United States rose from $23.8 billion to $24.3 billion. 


This expansion in international transactions with the 
United States does not appear to include any effects of 
the growing tension in the Middle East following the 
Egyptian nationalization of the Suez Canal in July. In 
1950, after the outbreak of hostilities in Korea, merchan 
dise trade rose sharply partly owing to price rises, and 
there were large movements of capital in the form of trans- 
actions in securities and shifts of short-term funds. In 


ontrast, the rise in U.S. payments in the third quarter 
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of 1956 was largely the result of long-term direct U.S 


investment abroad. Security purchases and_ re¢ irded 


short-term capital movements did not change signif- 
cantly. The rise in imports was moderate and import 
unit values actually fell slightly. The rise in expo 
while substantial. was slower than during the first half 
of the year. Unexplained net U.S. receipts. however. at 
$265 million, were unusually high: these may indicate 
some unrecorded inflows of capital resulting from 
national uncertainties. 

On a seasonally adjusted basis, the rise of $360 million 
in third quarter U.S. payments was due almost enti: 
to an increase in U.S. private capita: outflows. This 
was contrary to the usual seasonal movements and 
sisted primarily of larger investments in foreig 
and subsidiaries. Most important was the purchase 
British oil company for $176 million, purchases 
oncessions in Venezuela of over $50 million. and se 
rity issues of $45 million by a Canadian pipeline com- 


pany. Private short-term and medium-term 


apital out- 
flows included a $50 million bank loan to France 
ernment capital outflow included the $35 million 
scription to the International Finance Corporation (IF¢ 
The purchase of the British oil company and the sub- 
scription to the IFC must be considered specia 
actions limited to the 1956 third quarter. Other direct 


investment outflows. however. maintained their cond 


quarter level or rose contraseasonally and appear to be 


Vene 


zuelan oil concessions continued in the fourth quarter 


part of a rising long-period trend. Purchases of 


and are likely to be followed by investments to explor 


ore 
and develop oil resources, 


lines will also continue. Other capital outflows were 


Investments in Canadian pipe- 


stimulated by high interest rates and credit restrictions 
abroad. whi h induced some l valle foreign enterprises to 
transfer more funds from the United States. 


Merchandise 


after seasonal adjustments) in 


imports rose by about $150 


million 
the third quarter, and 
reached an annual rate in excess of $13 billion. Imports 
of coffee and raw materials other than copper and rubber 
rose more than seasonally. Rising U.S. import demand 
primarily benefited Canada. Brazil. Venezuela. and the 


Middle East oil producing countries 


ind Europe rose at a slower rate than 


Imp rts from Japan 


a vear earlier 


US expenditures on travel were 9 per cent larger than 


a year earlier. but imports of other services fell co 


seasonally owing mainly to a more than normal dex 


in military expenditures. 


Merchandise exports also rose by about $150 million 


m a seasonally adjusted basis. About two thirds of the 


rise was in cotton, with a large part of the remaindet 


a uunted for by higher « l por The 


seasonal fall 


in exports to Canada was somewhat greater than 


Al 


in 
previous years, in those to Latin America about the 


same, and in those to Europe and Asia somewhat less. 
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Srna 


Foreign gold and short-term dollar assets rose by $520 
million in the third quarter through transactions with the 
United States, bringing the total for the first nine months 
of 1956 to $1.3 billion. The comparable 1955 total was 
$970 million. About $170 million of the third quarter 
increment may be attributed to seasonal factors and about 
$250 million to the special capital movements mentioned 
above. The remaining amount of $100 million was less 
than the rise in gold and dollar assets in any other three- 
month period since the first quarter of 1955. 

Source: Department of Commerce, Survey of Current 


Business, Washington, D.C., December 1956. 


Canadian Economic Review of 1956 


For the calendar year 1956 Canadian gross national 
product is expec ted to exceed $29.5 billion, about 11 
per cent more than in 1955. After allowance for a price 
rise of 4 per cent, physical output increased by 7 per 
cent: this increase is larger than in any other postwar 
year except 1955, when output rose by nearly 9 per cent. 
All major segments of industry and agriculture con- 
tributed to the rise in production. Among industrial 
materials. only lumber products have declined, reflecting 
lower export shipments and reduced housebuilding: 
among household appliances, only 


below the 1955 


television sets are 
level. Canadian automobile output 
escaped the slump encountered in the United States. 
More fundamental than the rise in production has been 
the further development of Canadian resources and addi- 
tions to productive capacity. While capital expenditures 
of $7.5 billion did not quite reach the $8 billion level 
projected in business plans, they nevertheless absorbed 
25 per cent of gross national product. The expansion was 
more rapid and on a broader scale than in any other of 
the past ten years. The continued advance of oil, natural 
gas, iron ore, and uranium constituted only a minor part 
of the expansion. Most of the new investment has gone 
into transportation, power, and other utilities; pulp and 
paper, nonferrous metals, chemicals, cement, and steel 
have also been important. 


Consumers have shared in the benefits of the recent 
expansion. Total employment in 1956 rose by 200,000, 
or nearly 4 per cent. About one half of the increase was 


attributable to 


immigration and natural 


population 
growth; the remainder was provided through absorption 
of unemployment and other persons previously outside 
the labor force. Disposable personal income in 1956 was 
9 per cent more than in 1955; and although prices have 
risen, per capita real income was 5 per cent higher. On 
the average, Canadians are now buying 15 per cent more 
goods and services than they did five years ago. 

The industrial expansion of 1956 has been accompa- 
nied by a rise in merchandise imports from $4.7 billion 


in 1955 to $5.8 billion, most of the increase consisting 


of machinery and equipment, steel, and other industrial 
materials needed for production of capital goods. The 
increase in imports of consumption items has been more 
moderate. Much of the increase in imports has consisted 
of items not made in Canada, or of quantities in excess 
of domestic production capacity. In lines most subject 
to foreign competition, shipments from Canadian fac- 
tories have generally kept pace with rising imports. 
Canadian exports in 1956 averaged 12 per cent higher 
than in 1955, owing to increases in wheat, oil, iron ore, 
newsprint, copper, chemicals, and aircraft. 


The increase in exports, $500 million, was equal to 
only about half of the increase in imports. In addition, 
higher costs for shipping and travel added to the non- 
trade deficit. The total current account deficit rose to 
an annual rate (based on nine-month figures) of $1,250 
million, equal to more than one fifth of total current 
receipts. This imbalance was directly attributable to the 
accelerated pace of industrial expansion. It was made 
possible (and paid for) by increased foreign participa- 
tion in Canada’s development, in the form both of direct 
investment in specific projects and of security purchases. 
Notwithstanding the size of the current deficit, the under- 
lying soundness of Canada’s external position has been 
reinforced by the expansion of export industries and of 
other capacity to replace imported goods with domestic 
products. The sound financial position is evidenced also 
by the high value of the Canadian dollar in the foreign 
exchange market. 


For 1957, the general pressure of demand is likely to 
continue strong and the labor market to remain tight. 
Many planned expansion projects are behind schedule 
and a further increase in over-all capital spending is 
likely; only residential building is likely to decline sig- 
nificantly. While interest rates are now at peak levels, 
a close rein on credit expansion will still be needed. 
Consumer goods factories and trade will also be busy in 
response to rising real incomes. The effects of interna- 
tional uncertainties on the world trade pattern are not 
yet discernible, but apart from these influences foreign 
markets for Canada’s principal exports remain reason- 
ably firm. Thus, there is no indication of vulnerability in 
the current economic upswing, although some shifts in 
market demand will continue to cause ups and downs in 
individual industries. 


Source: Department of Trade and Commerce, Press Re- 
lease, Ottawa, Canada, December 27, 1956. 


Latin America 


Bank Credit for Peruvian Steel Industry 


The Industrial Bank of Peru, a government-owned 
development bank, has granted a loan of S/. 200 million 
(equivalent to about $10.5 million) to Corporacién del 








Santa for the financing of local expenditures involved in 
the completion of the Chimbote steel mills and hydro- 
electric plant in Cafion del Pato. Production in the roll- 
ing mill of the steel works began in September 1956 and 
the additional units of the mill (pig iron and steel plant) 
are due to go into operation along with the hydroelectric 
plant by the end of 1957. 

The capital of the Industrial Bank was recently in- 
creased to S/. 400 million; the Bank also has access to 
the rediscount facilities of the Central Reserve Bank of 
Peru. 


Source: La Prensa, Lima, Peru, December 2, 1956. 


Bolivia's Stabilization Program 


In a radio address on December 16, 1956, the President 
of Bolivia, Dr. Hernan Siles Zuaso, recalled the infla- 
tionary difficulties that had plagued Bolivia since the 
revolution of April 9, 1952. Prices had risen sharply; 
wages had to be raised; the purchasing power of the 
currency declined; and shortages developed which threat- 
ened the breakdown of the revolution and the loss of all 
that had been gained. For 1956, the Bolivian Develop- 
ment Corporation had had a budget of Bs 7 billion, but 
as a result of wage increases and other inflationary pres- 
sures the expenditures for a single month in the second 
half of the year had exceeded Bs 2.5 billion. All public 
works programs had broken down. The Agricultural 
Bank was in process of liquidation. At the same time, 
no foreign exchange became available, with the result that 
payments were in default. 

President Siles said he hoped to accomplish his objec- 
tives by democratic measures—through public informa- 
tion, consultation, persuasion—and to gain the confidence 
of the people in stabilizing the currency; this was the 
only means for avoiding the collapse of the economy and 
for consolidating the conquests of the revolution. The 
Monetary Stabilization Plan that had been adopted pro- 
vided the only possible road out of the present state of 
prostration. 

The Stabilization Plan has been criticized because it 
involves acceptance of U.S. aid. Such criticism, the 
President said, is absurd. Without U.S. aid, wages and 
salaries would have to be reduced and there would be 
no further replacement of machinery and equipment 
for Bolivia’s development plans. There was a gap of 
$18 million between the maximum estimate of Bolivia’s 
exports in 1957, $76 million, and her import require- 
ments of $94 million, which included $50 million for the 
government sector and more than $40 million for the 
private sector, including industry and commerce. In 
addition to this exchange deficit, inadequate national 
currency receipts in the current fiscal year had left a 
deficit of Bs 24 billion which had to be carried forward 
into the next fiscal year. 
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Without U.S. aid the only means of covering these 
The cur- 


rency issued had already reached Bs 184 billion without 


deficits would be through further inflation. 


corresponding increases in production; this would mean 
an exchange rate for the U.S. dollar of about Bs 18,400, 
which might rise to Bs 25,000, leading to demands for 
higher wages and the downfall of the Administration. 
The nationalization of the mines, the agrarian reform, 
universal suffrage, and all the social gains of the revo- 
lution would then be in vain. 

The President stated that monetary stabilization will 
call for sacrifices, which would, however, be felt most by 
speculators, smugglers, and those who had benefited 
On the other hand, 


workers would receive their wages in sound currency of 


from quotas and special favors. 


stable purchasing power and prices would be kept stable. 


Source: El Diario, La Paz, Bolivia, December 17, 1956.’ 


U.S. Surplus Commodity Sales and Loan to Brazil 


On December 31, 1956, the United States and Brazil 
signed an agreement authorizing the sale to Brazil of 
US$138.7 million worth of U.S. surplus agricultural 
commodities, including ocean transportation costs of 
US$19.0 million. The commodities covered by the agree- 
ment are 1.8 million metric tons of wheat or wheat flour. 
US$111.0 million; 15,000 metric tons of lard, US$5.0 
million; 4,000 metric tons of vegetable oil, US$1.5 mil- 
lion; and various dairy products, US$2.2 million. The 
wheat and wheat flour will be delivered over a three-year 
period. The other commodities will be shipped during 
the fiscal year ending June 30, 1957. 

Payment for these surplus commodities will be made 
in Brazilian currency. A substantial part of the proceeds 
will be re-lent to the Government of Brazil for economic 
development projects and will be payable in dollars or 
cruzeiros under the terms of a supplemental loan agree- 
ment. The balance will be reserved for use in Brazil by 
U.S. Government agencies. 

The development projects, which are to be financed in 
this way, are reported to be basic projects especially con- 
cerned with increasing electric power capacity, the 
rehabilitation of railroads, and the expansion of food 
processing industries. A large part of the loan will be 
re-lent by Brazil’s National Bank of Economic Develop- 
ment to private enterprises which will undertake develop- 
mental investments. 

Sources: Department of Agriculture, Press Release, and 
Department of State, Press Release, Washing- 
ton, D.C., December 31, 1956; The Journal of 
Commerce, New York, N.Y., January 2, 1957. 


Uruguayan Advance Deposit Requirements 


Through the end of October, the Bank of the Republic 
of Uruguay had collected Ur$106.0 million of advance 
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deposits established under the decree of August 3, 1956. 
However. the banking authorities have taken action to 
offset almost fully the deflationary impact of these 
advance deposits. For example. the total deposits col- 
lected through September 1956 totaled Ur$71.8 million. 
In the same period the Bank of the Republic increased 
its direct loans to individuals by Ur$25.4 million. and 
its rediscounts for the private banks by Ur$37.2 million. 
This left only Ur$9.2 million of advance deposits to be 
covered from other sources. 


Source: Fil Dia. Montevideo. Uruguay. November 5. 1956. 


Price Freeze in Uruguay 


The National Council of Government in Uruguay has 
passed a decree freezing at the August 1. 1956 level the 
retail prices of basic necessities which are locally manu- 
factured from goods imported at the favored rate of 
Ur$2.10 per U.S. dollar. 

Source: El Bien Publico (Weekly Airmail 


Montevideo. Uruguay. December 18. 


Edition). 
1956. 


Exchange Rates in Uruguay's Free Market 


The rate for the U.S. dollar in the Uruguayan free 
market dropped to UrS$3.72 on December 14. The value 
of the Uruguayan peso has been strengthening ever since 
the announcement of the exchange reform early in 
August 1956. with the rate of improvement being espe- 
It is likely that the market 
was being supplied with dollar exchange earned from 


cially sharp late in the year. 


heavy exports of the new wool clip. 
Since the rate in the free commercial market at mid- 
U.S. dollar, the spread 


between the two rates was approximately 10 per cent. 


December was Ur$3.10 per 


Apparently the Uruguayan authorities were content with 

this spread, since the commercial rate was being held 

constant and the Bank of the Republic was not interven- 

ing to establish a floor on the financial market. 

Source: El Bien Publico (Weekly Airmail Edition), 
Montevideo, Uruguay, December 18, 1956. 


Other Countries 


South Africa's Balance of Payments 


In 1956. for the first time since World War II, the 
Union of South Africa showed a substantial net surplus 
on the current account of its balance of payments in the 
third quarter of the year. This surplus amounted to £10 
million and compares with a deficit of £11 million in 
July-September 1955. As a result of this favorable de- 
velopment, the current account deficit for the period 
January-September 1956 declined to £13 million, from 
£39 million in the first three quarters of 1955. The 
improvement was mainly due to the rise in exports, from 
£259 million in January-September 1955 to £290 million 


in January-September 1956, and to a further expansion 
in earnings from gold output, which rose from £136 
million to £148 million over the same period. Imports 
increased slightly. from £370 million to £379 million, 
and there was also a further increase in the estimated 
net deficit on invisible current payments, from £64 mil- 
lion to £72 million in January-September 1956. 

Capital movements during the first three quarters of 
1956 were in balance and total reserves consequently 
£13 million; they had dropped by £36 


million in January-September 1955, as the current ac- 


declined by 


count balance of £39 million in that period had been 
partly offset by a net capital inflow of £3 million. 
Reserves declined during the first seven months of 
1956, but started to rise in August, as shown by the 
Reserve Bank’s holdings of gold and foreign assets. which 
totaled £107.4 million at the end of July and £114.2 
at the end of September 1956. There was a 
further rise of £11.0 million in October and November. 
and the latest (December 21, 1956) 
showed total central reserves of £133.3 million, or £4.3 
million more than at the end of December 1955. Other 


balance of payments data for the last quarter of 1956 


million 


available data 


are not yet available, but the rise in central reserves 

during this period, when there is usually a seasonal 

surplus on current account, would appear to reflect a 

further improvement in the Union’s net current balance 

with the outside world. 

Source: South African Reserve Bank, Quarterly Bulletin 
of Statistics, Pretoria, Union of South Africa, 
December 1956. 


Fund Quotas and Stand-By Arrangements 
The record of the quotas of Fund members published 
Statistics, 1957. 


shows that the quota of Nicaragua has been increased 
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from $2 million to $7.5 million. Nicaragua has made a 
stand-by arrangement with the Fund, under which it 
may purchase any member currency up to $3.75 million 
between November 21, 1956 and May 21, 1957. 
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